uated as a potential investment, housing prices should be determined by discounting the expected flow of income (rents) and other services using an appropriate risk-adjusted capitalization rate. Considering the difference between capitalization rates implied by house price indices and long-term government bond yields, we find indications against the presence of a bubble. House price data imply that the spread between capitalization rates and long-term bond yields has increased from an average level of 0.7 percent for the period 1975-99 to an average level of 2.3 percent for the period since 2000. These positive spreads imply that house prices have in fact remained consistent with risk-adjusted discounting of future rents. In fact, the spread has increased substantially in all 50 states (and the District of Columbia) between the 1975-99 period and the more recent period since 2000. Even in states that have comparatively low spreads (e.g., California and Massachusetts), the figure has remained positive and more than doubled between the two periods. In conclusion, the evidence in favor of a recent housing bubble is controversial at best. Ongoing research is struggling to isolate real house price increases justified by underlying fundamentals from irrational, possibly harmful, excesses. 42-6.22 6.23-7.54 7.55-9.46 9.47-11.43 Consult ALFRED™, our new source of vintage economic data, at research.stlouisfed.org/tips/alfred/.
